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Attachment 4.19-A
Page 8

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State: MICHIGAN

POLICY AND METHODS FOR ESTABLISHING RATES
(INPATIENT HOSPITAL SERVICES)

Y The file for computing DRG prices consists of claims from admissions during
each hospital's fiscal year ending between October 1, 1993 and September 30,
1995.

Case mix is the sum of all relative weights assigned to each hospital's claims during the base
period divided by the total number of episodes for the hospital during the same period.

Calculation of each hospital's cost per discharge is as follows:

Paid Claims

Operating Cost/Charge Ratio

Med/Surg Cost (Line 1 x Line 2)

Med/Surg Discharges

Med/Surg Cost per Discharge (Line3/Line 4)

Med/Surg Case Mix

Med/Surg Cost per Discharge for Case Mix of 1.00 (Line5/Line6)

Nookrwh=

Each hospital's costs are inflated to a common point in time by using adjustment
factors computed from the Data Resources, Inc. PPS-Type Hospital Market Basket
Index as indicated below:

FYE Inflation to 94/95
12/31/94 1.024
3/31/95 1.014
6/30/95 1.006
9/30/95 1.000

The inflation update for the quarter in which the hospital's fiscal year ends is used.

Inflation factors were used to equalize base prices and bring them to a common
point in time - October 1, 1997 (the beginning of the state fiscal year). Inflation
factors were obtained from the first quarter 1997 Data Resources, Inc. PPS-Type
Hospital Market Basket Index:

to 1995-96 1.025
to 1996-97 1.025
to 1997-98 1.027
to 1998-99 1.000

A hospital specific base price is calculated by applying the follbwing factors to the
cost per discharge for case mix of 1.00:

1. Multiply by the applicable inflation factors
2. Divide by each hospital's applicable indirect education adjustment
3. Divide by the hospital’s specific Cost Adjustor
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